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From Assistance to Cooperation
The changes initiated by the events of last October 5, the effects of which are evident in all spheres of pub-
lic life in Serbia, putting aside the differing assessments of their nature, characteristics and pace, also mark the
return of our country to the international community. We have witnessed the quick renewal of YugoslaviaÕs
membership in most international organizations and institutions. This return often bypassed regular and some-
times very slow and complicated procedures, which suggests that the "world" was eagerly awaiting changes to
take place here, so that it might once again welcome Yugoslavia as a valued member of the world community.
It also suggests that the world has opened itself towards Serbia, spreading its arms to greet the new democrat-
ic regime in Belgrade.
After a decade of isolation and sanctions, during which the same world used the stick more than the car-
rot, it is suddenly quite popular to be a citizen of FR Yugoslavia, or more precisely of Serbia, as the citizens of
Montenegro were partly excluded from the general stand that there would be no return to the world until the
regime in Belgrade was changed. On the other hand, the former regime more or less successfully used the jus-
tified dissatisfaction of citizens brought to the verge of poverty and a daily struggle for survival, focusing their
anger against the so-called foreign enemy.
The United States was the personification of this foreign enemy. Anyone who had, especially political, con-
nections with the US was labeled an internal enemy, traitor and NATO mercenary. This primarily referred to
political parties of a democratic orientation, non-governmental organizations, independent media, trade unions,
students etc. Cooperation with US organizations was not disclosed to the public, while information on the sup-
port US organizations have been offering all these years for various projects in Yugoslavia was kept hidden
somewhere safe. Conferences, seminars, lectures and meetings with American partners were held outside
SerbiaÕs borders — most often in Montenegro or Hungary. 
FRY 2000 2000 II 2001 II 2001 II 2001 I-II 2001
Basic Economic Indicators 1999 I 2001 II 2000 I-II 2000
GDP growth in real 1994 prices É 8.4% É É É É
Industrial Production É 10.9% É 2.8% -6.0% 1.0%
Montenegro É 3.7% É 13.3% 6.2% -1.9%
Serbia É 11.4% É 2.1% -6.8% 1.3%
Central Serbia É 12.0% É 2.3% -8.3% -1.8%
Vojvodina É 10.1% É 1.9% -3.4% 8.8%
Average Wage - DM É É É É É
Serbia 93 -11.2% 136 7.0% 76.9% 73.3%
Unemployment Rate a) É 28.8% É É É
Montenegro ... É 39.2% É É É
Serbia ... É 28.0% É É É
Current account, in USD millions -1,298 3.2% É É É É
Trade balance, in USD millions -1,989 -10.6% -164 -26.6% 5.2% 7.9%
Export - USD million 1,713 15.0% 128 -2.9% -1.0% 10.7%
Montenegro 157 31.1% 8 -72.0% -17.0% 31.8%
Serbia 1,411 13.8% 119 16.4% 0.4% 8.2%
Import - USD million 3,662 12.6% 291 -17.9% 2.4% 9.0%
Montenegro 313 -1.0% 6 -69.3% -72.5% -44.3%
Serbia 3,035 15.6% 280 -14.8% 7.6% 12.1%
Monetary supply (M1), end of period, in DIN billion 29.6 60.7% 31.4 9.9% 82.5% 78.3%
Cash 10.3 39.8% 10.4 11.4% 73.5% 62.8%
Deposits 19.3 74.9% 21.0 9.1% 87.3% 87.0%
Real money supply, end of period, in DM million 1,043 -26.7% 1,048 9.9% 54.8% 46.9%
Market interest rate, monthly level 5.84% 37.3% 5.13% -10.9% 12.8% 26.8%
Retail prices É 75.7% É 3.2% 115.2% 113.4%
Serbia É 70.0% É 3.3% 114.7% 112.5%
Cost of living É 85.6% É 1.4% 111.3% 111.4%
Serbia É 79.6% É 1.5% 111.5% 111.3%
Industrial prices É 106.5% É 3.0% 134.9% 106.5%
Serbia É 102.6% É 3.7% 136.9% 102.6%
Black market exchange rate (din/DM) 25.45 103.2% 30.00 0.0% 37.9% 39.4%
a) Unemployment rate refers to December.
2 March 2001 Macroeconomic Review
A Two-Front Campaign
Last summer, democratic forces were faced with an enormous and seemingly unachievable task. A cam-
paign was mounted on two fronts — internal and foreign. Within Serbia, it was necessary to mobilize the cit-
izens, articulate their discontent and direct it towards the correct address — the regime of Slobodan Miloäevi.
It was also necessary to lift the anathema from the international community and convince the citizens that the
world would help us escape the catastrophe that was inevitable if the regime remained in power.
On the foreign plane, the world needed to be convinced that Serbia was ready for changes, that its oppo-
sition had managed to unite and ensure the support of all layers of society, and that it deserved open and
unconditional assistance. The citizens of Serbia demonstrated their readiness for changes with a mass turnout
at the September 24 and December 23 elections.  On October 5 they did even more — discarding their fear
and defending the victory achieved at elections.
The world unanimously and explicitly hailed the changes. It sometimes seemed that everyone had packed
their suitcases on October 5 and awaited news from Belgrade at the Yugoslav border. The very next day they
rushed to a liberated Belgrade — presidents, prime ministers, foreign ministers, diplomats, businessmen,
bankers, humanitarians, etc. That is how our "honeymoon" with the world began. The US administration and
President Clinton also expressed readiness to establish full cooperation with the new democratic regime,
Formal diplomatic relations between the FRY and the US were re-established on November 17, 2000. Trade
and financial sanctions were lifted. At the same time, the US approved urgent assistance in food worth USD
45 million, plus USD 10 million in grant aid for the import of electricity in the winter.1
Three American Conditions
The assistance from the US through the winter of 2000/2001 was unconditional. However, according to the
Foreign Operations Assistance Act, adopted by the US Congress in October of last year, 31 March 2001 was set as
the date after which the continuation of US assistance and support for Yugoslav loan requests to the international
financial institutions would depend on the fulfillment of three conditions: (1) establishment of full cooperation with
the International Hague Tribunal, which implied the arrest of all persons charged with war crimes who are on the
territory of the FRY, primarily the former Yugoslav President Slobodan Miloäevi; (2) cessation of financial and other
assistance to the military forces of Republika Srpska and; (3) the establishment of the rule of law, including the
release of around 500 Albanians imprisoned in Serbia.2
According to the latest figures of the US Agency for International Development (USAID), out of a total of USD
100 million which the Congress approved as assistance to Serbia under the Foreign Operations Act for the fiscal year
2001, USD 70.1 million has been notified to Congress and USD 50.1 million has been cleared. To date, approxi-
mately USD 12 million has been obligated and about USD 10 million expended.3
The new US administration and President Bush had the mandate to decide whether the government in Belgrade
met the above-mentioned criteria and whether the US would continue to deliver assistance. However, before the
president notified Congress whether these conditions had been fulfilled, hearings had been held in the House of
Representatives and in the Senate, at which representatives of influential US non-governmental organizations and
experts in Balkans affairs, expressed their assessments and recommendations. Most stated that Belgrade had failed
to fulfill a single criteria set by the US Congress.
Meanwhile, in the night of 31 March and 1 April, former Yugoslav president Slobodan Miloäevi was arrested
and taken to the Central Prison in Belgrade on charges of corruption.  He is to remain in custody for at least 30
days pending the trial. This was perceived by the international community as a positive step towards meeting the
first condition, while the government in Belgrade denied any connection between the former presidentÕs arrest and
the US Congressional deadline.
WashingtonÕs final decision came on Monday, 2 April. At a State Department briefing, Press Spokesman Richard
Boucher said that Secretary Powell had declared Yugoslavia in compliance with the criteria set out in Section 594
of the Foreign Operations Assistance Act.4 He added that the administration intended to continue pressing the
Yugoslav authorities follow through on their stated commitment to full cooperation with the International War
Crimes Tribunal in The Hague.
The European Union Requires the Same
Similar stands, with minor variations, are stated by the European Union member states. Whether we like it or
not, we are heavily dependant on international assistance at this moment. Regardless of the fact that the amount of
donations is less than expected (and pledged) and that they come more slowly than expected (and pledged), they
are partially alleviating in all spheres of the economy the enormous difficulties inherited from the former regime.
More important than donations is the US support in international lending institutions, the IMF and World Bank, with-
out which critical loans for the devastated Yugoslav economy would go missing.  As far as the remaining USD 50
million worth of approved US assistance, Yugoslavia can expect to receive it during this fiscal year, i.e. by September.
Given the steps taken by both the federal and republican governments on the road to YugoslaviaÕs integration
into the community of democratic states, the international community should delay its final evaluation of the demo-
cratic and reformist nature of the Yugoslav authorities and express a greater understanding for the objective diffi-
culties they face on a daily basis. This does not mean that the present regime should be given an unlimited grace
period or that the former regime should be allowed to become an excuse for action and inaction.  Quick and gen-
uine reforms that are launched or are announced will be the best proof that the new authorities have fulfilled at
least one pre-election promise, i.e. that they fought for the change of the system, and not only for the change of
one man.
International pressure
to account for the past
continues
Ébut there is a 
discernable shift
toward cooperative
efforts to build a future
IMF and WB talks can
now proceed in earnest,
a critical step for 
economic stabilization
and credibility
1 At the Donors Coordination Meeting held on December 12, 2000 in Brussels, co-chaired by the European Commission and the
World Bank, officials from 21 donor countries and 19 international organizations determined YugoslaviaÕs emergency needs in three
priority spheres: energy, health and social welfare. The emergency needs totaled to USD 1.4 billion. At that meeting, the US pledged
an additional USD 158 million Immediate Aid Package for Yugoslavia, of which USD 87.6 million would go to Serbia and USD 70.4
million to Montenegro. These funds were to be used for emergency food and energy assistance, technical assistance to the bank-
ing sector, and to support to the development of democracy and the strengthening of civil society.
2 Section 594 of the 2001 Foreign Operations Assistance Act
3 Office of International Information Programs, U.S. Department of State, 14 March, 2001.
4 Office of International Information Programs, U.S. Department of State, 2 April, 2001.
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Water,Waste and Health
Through the history of human civilization, water was afforded different status characteristics. It was
first a natural resource used unlimitedly in the struggle for survival. With the arrival of the industrial era,
water became a raw material. When the problem of water quality became serious, people regulated its
inspection, and ranked it among provisions. With the development of market business conditions, water
also became a commodity. In present-day developed states, water is even an ambience value, it increas-
es or reduces the value of construction land.
To date, water has not lost any of its acquired status characteristics. What is more, it has even acquired
a new one. The devotion of attention to water has become an indictor of care for the health of a popu-
lated area. Water determines the quality of life in a town and defines the status of its ecological capital.
The natural, biological, social and economic ambiences of a town, which represent its economic capital,
are inevitably exposed to daily ecological hazards, the existence of which is most drastically reflected in
the endangerment of the citizensÕ health. There are at least six health hazards involving life in a large
town. They include:
¥ the inevitable presence of pathogenic organisms in the immediate human environment, transmitted
by water, air, insects or through direct contact;
¥ the increased use of various chemical substances in the everyday life of people, in the economy and
agriculture;
¥ the unstoppable degradation of local resources such as water, food and land, as a result of urbaniza-
tion, which is reflected in their deteriorated quality, increased costs of exploitation and the reduction
of the degree of their usability;
¥ occasional hazards to life and property as a result of natural phenomena (floods, land-slide sites, tor-
rents, earthquakes, fires);
¥ unavoidable negative accompanying effects of urbanization (over-population, noise, inadequate town
infrastructure, inadequate functioning of town services);
¥ the degradation of global and natural resources (the atmosphere, ozone layer, change of climate, the
disappearance of forests, the elevation of seas).
Most of these hazards result from the presence or absence of water in towns. This yearÕs World Water
Day (March 22), was celebrated, in line with the United Nations resolution, under the motto "Water and
health", and the organizer of the celebration was the World Health Organization. Appeals were repeated
throughout the world for more capital investments in water supply and sanitation as a form of disease
prevention far less expensive than healing the consequences of neglect. The Yugoslav celebration was
marked by a similar motto — "Water for a healthy society", but after the celebration there remained an
open question: has the importance of water as the basis of the populationÕs health been recognized in
our everyday life?
Dilution of Waste Waters 
To date, water management in our country has focused on finding new quantities of water for the pur-
pose of satisfying the standardized needs of the population and of industry. Serbia has been proclaimed one
of the poorest regions in Europe regarding the quantity of its own waters (less than 3,000 m3 of water per
capita annually). Transit waters (the Danube, Sava and Tisa) have been proclaimed a resource on whose qual-
ity one can have no impact due to their international nature. The considerable water amount of these rivers
was abused to ensure the sufficient dilution of the waste waters released into them.
And while Europe initiated the purification of its large rivers two decades ago, we here launched an
investment cycle for the construction of dams, storage reservoirs and regional water supply systems. Water
supply planners of the time offered society the standard of as much as 550 liters per capita daily, since it was
necessary to show that the needs for water, planned in this manner, could not be satisfied from the reserves
of subterranean waters.  Instead, the entire population needed to be burdened by taxes for the purpose of
constructing storage reservoirs. As a result, today we have a series of systems and facilities that have either
not been started or completed matched by a series of existing but degraded storage reservoirs. 
At the same time, Europe has based its water use on the real residential needs for water (less than
180 l/apartment/day), on the recycling and re-use of water in industry, and on the protection of natural
waters. Initiatives for the protection of European rivers were themselves large-scale integration projects
in which all the countries of a given basin took part.
Over the past few decades, the inspection and preservation of surface waters proved to be the most
serious alternative to the development of new sources. The position of water in contemporary Europe is
defined within the sphere of environmental protection, together with the protection from air and noise
pollution, radioactive waste, hazardous chemicals, biotechnology, spatial planning, management of water
resources, waste and the protection of the flora and fauna. The legislation pertaining to health is based
on regulations from the sphere of environmental protection, all of which is integrally linked in the recent-
ly adopted framework directive for water management policy.
Pushing into the Background 
The present water management policy in our country must undergo a major renewal. The announced
adoption of the draft Water Management Foundations of Serbia in 1996 and the passage of a new Law on
Waters by the end of this year shows that the new democratic authorities are planning changes in the right
direction. However, there is justified fear that the issue of town waters (water supply, sanitation, the drainage
of atmospheric waters, protection from the flooding of internal waters, the protection of sources, the protec-
tion of land from erosion, the re-use of waters and so on) would unjustly be pushed into the background,
like the issue of local self-government, to the benefit of water-power supply, irrigation, protection from floods
and river transport. Can the question "how much water we have", and especially "what kind of water we
drink" be resolved without integral coordination at all levels of authority — federal, republican and local?
The situation with town waters in Serbia is difficult and it deteriorates by the year. The Law on Waters,
the Law on the Environment, and the Plan for the Protection of Waters from Pollution provide for the pro-
tection of waters in the sphere of immission (inspecting the required quality of a certain body of water),
which is achieved through the supervision and inspection of the quality of surface and subterranean waters,
as well as water for supplying the population. Unlike immission, the control of emission (release of pollu-
tion) from concentrated sources of pollution, is not fully regulated. It is the polluter that commissions tests
from authorized institutions, so the success of an inspection depends exclusively on the polluterÕs readiness
Most health hazards in
a large town involve the
quality of water
Water quality of the
large rivers was abused
Early legislative efforts
by the new authorities
are positive
to abide by the law. Through the choice of the date and time of the testing, the polluter can have a consid-
erable impact on the estimate of the size of the emission. The toxic level, as a measure of the cumulative
effects of all present toxicants, is not envisaged by the Rulebook on the minimum number of tests of waste
water quality. Finally, most of the laboratories performing the analyses of the current water quality do not
measure the flow, which prevents the undertaking of adequate measures of water protection.
The overall state of the waters in Serbia had a direct negative effect over the previous years on the
sources of crude water for the preparation of drinking water. Reports from 1995 from 174 central and
town waterworks and around 200 local and village waterworks in Serbia show:
¥ that the most frequent indicators of the physical and chemical incorrectness of drinking water are the
increased use of potassium permanganate, nitrates, ammonia, turbidity, iron and manganese, where-
by each of the mentioned parameters can directly or indirectly endanger the health of the population;
¥ that increased presence of organic matter in drinking water can result in the increased concentration
of trichloromethane to which cancerous properties are attributed;
¥ that the results of the testing of heavy metals, pesticides, trichloromethane and phenol would quite
certainly offer a more complete picture of the quality of drinking water in Serbia;
¥ that microbiological tests would show that over half of the central and town waterworks are not of a
satisfactory quality, mostly due to the inadequate protection of sources and the worn disinfection
equipment;
¥ according to available data, there are indications that the situation in the sphere water supply is worse
than shown by the presented figures.
Years of Major Crisis 
The last years of the past century were characterized as years of a major crisis, wartime operations,
and accidental pollution that came across the northern border of our country. However, the degradation
of the quality of waters continues even today, as has been confirmed in the reports of various foreign
missions that came to Serbia over the course of the previous year. On the occasion of the recent World
Water Day, UNICEF pointed to the alarming state of drinking water in Serbia and the possible conse-
quences for the health of children and citizens.
Problems with water quality are especially pronounced in our large towns. The presence of a large
number of people, incomplete sanitation of the town tissue, closed factories with the unresolved issue of
industrial waste disposal, the unknown status of medical waste and the chronic lack of money in the bud-
gets of municipal companies represent the main characteristics of the present state of affairs. The situa-
tion is perhaps the most serious in Belgrade.
According to the European environmental protection agency, there is a list of around 650 chemical prod-
ucts, intermediary products and residual compounds, created in various technological processes and present
in wholesale and retail, 130 of which have been separated as a special group of primary hazardous pollu-
tants. Belgrade does not possess records on all the chemical matter that is in circulation in one way or anoth-
er in the metropolitan area. Estimates show that the list of polluters in Belgrade has been reduced to approx-
imately half of the original list. The following economic branches need to be under special control:
¥ organic and inorganic chemical production;
¥ power production;
¥ the production of oil and derivatives;
¥ the production of human and veterinary medicines and preparations;
¥ the production of explosives;
¥ the production of pigments and color formulation;
¥ secondary pesticide production;
¥ agriculture as the obtainer, secondary transporter, secondary distributor and consumer of agrochemi-
cal means;
¥ secondary lead production;
¥ secondary iron and steel production;
¥ protection of constructions and wood production;
¥ printing;
¥ medical, hospital and polyclinic complexes.
All these sectors are present, to a greater or lesser extent, in BelgradeÕs economic structure. However, there
are no records on the creation of industrial waste. The moment a certain product or waste is proclaimed haz-
ardous, there exists the legal obligation of registering the storage, trade and final disposal (or release into the
environment) of such matter. Each hazardous material must have an accompanying identification file on the
basis of which it is possible to track the location and time of its movements, destiny and the potential effects
of its appearance in the environment. Under this obligation are all those who produce, transport or partici-
pate in any way in the "life chain" of over 100 kg of dangerous matter, i.e. over 1 kg of primary hazardous
matter per month. The problem in Serbia does not concern the legal standardization, which is essentially har-
monized with the European legislation, but rather the non-application and non-respect of the regulations.
Closed Access to Data 
As regards municipal waste, only a very small number of the dumps in Serbia comply with European
standards. Belgrade has no such waste dump. Systems for the treatment of town waste waters function
in only a few medium-size towns in Serbia. BelgradeÕs wastewaters spill directly into the Sava and Danube
through over 30 drains. A considerable part of the city nucleus and most of BelgradeÕs suburban settle-
ments are not connected to the sewage network. 
A system of controlled waste water manipulation has not been established in our country, so that
there is not a single specialized collective or separative station, or dump for the safe final disposal of this
kind of matter. "Petrohemija" of Pancevo used to possess the only installations equipped for the safe and
hazardless destruction of organic, thermally decomposed, dangerous and toxic compounds, but the
equipment was destroyed during wartime operations in the course of 1999. There is no evidence of
gaseous waste. Information about secondary air pollution (ash dumps and municipal waste dumps) reach
the public only in the event of a malfunction, and it is well known that these sources of pollution are not
consolidated and that pollution is constantly present.
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Finally, the provision of information and the impact of the broader public are totally marginalized.
There is a whole series of non-governmental organizations in our country, and even in Belgrade, dealing
with this issue, but their attention is mostly focused on especially endangered towns (Pancevo, Bor, Novi
Sad). Public insight into data and free access to them is completely closed. Yugoslavia is not a signatory
of the Arhus Convention on access to information, the impact of the public on decision-making and free
access to court archives concerning proceedings involving the violation of legislation on environmental
protection. Moreover, YugoslaviaÕs isolation has fully disrupted the system of regional monitoring of the
cross-border transport of hazardous matter.  It is also necessary to ensure the conditions for our institu-
tions to join, as soon as possible, the ongoing European initiatives for the protection of the Danube basin.
The mentioned problems concerning the disposal and management of all types of waste in
Belgrade are closely linked to the problems of the citizensÕ health — directly, but indirectly as well,
through water, in view of the fact that two thirds of the supply of drinking water is of subterranean ori-
gin. Belgrade is supplied with crude water for the preparation of drinking water from subterranean
sources along the banks of the Sava River and the direct collection of river water from the Sava, and
to a relatively smaller extent from the Danube River as well. Drinking water is prepared at six city
plants which mutually differ in age, the level of applied technology for the preparation of drinking
water and their operative characteristics.
According to data of the City Health Care Institute, which carried out a systematic inspection of the
quality of the water at the Belgrade waterworks, the situation regarding water quality is not alarming.
According to the published results of the testing of samples for the waterworks network in the period
1997-2000, the water quality corresponds to the Rulebook on hygiene correctness, with occasional minor
deviations of certain parameters. However, in view of the level of the inspection of crude and purified
water quality, as well as the plants for the preparation of drinking water and the distribution network, the
reliability of the production of quality drinking water can not be guaranteed with sufficient certainty.
In 1986-1993, the Health Care Institute and the "Jaroslav Cerni" Institute thoroughly measured the
quality of the Sava and Danube waters, which showed that a certain number of the parameters, more or
less frequently, exceeded the values of maximally permitted concentrations. Recent research conducted
on the basis of the Convention for the protection of the Danube River basin showed the presence of con-
siderable concentrations of heavy metals and organic pollutants in both the river mud downstream from
Belgrade and in live organisms. In view of the fact that non-purified municipal and industrially-used
waters spill directly into the river courses and the underground, and also the registered presence of dis-
persed pollutants originating from the industrial plants destroyed in recent war-time operations, as well
as the damage-related pollution of river courses with cyanide and heavy metals, one can conclude that
there is the constant danger of additional pollution of BelgradeÕs sources of water supply. The situation
is further aggravated by the non-functioning of the envisaged monitoring system for the continual moni-
toring of the water quality in the Sava River upstream from the Makis water collection center, as well as
the non-functioning of alternative sources in the form of the retention of water for seven-day use at the
Makis location.
There are three types of plants for the preparation of drinking water in Belgrade:
¥ the "Makis" and "Jezero" plants which possess additional modern technologies for purifying water
from the Sava River;
¥ the "Bele Vode" and "Vinca" plants for purifying the Sava, i.e. Danube water with outdated and inad-
equate technologies;
¥ the "Banovo Brdo" and "Bezanija" plants processing subterranean water from the Sava River banks
with conventional technologies, which are not effective in the case of the appearance of organic com-
pounds and heavy metals in the water, whose presence can be realistically expected in view of the
proved impact of surface waters on subterranean waters, as well as the possibility of dispersed pol-
lutants reaching the underground.
Alarming State of Installations 
The state of the installations at the Belgrade waterworks is alarming, in both the technical and sani-
tary sense. The installations require urgent reconstruction, revitalization and the additional construction
of technological lines. The installations today ensure sanitarily correct water, but they possess no level of
security in the event of a deterioration of the quality of crude water. There exists a great, still non-quan-
tified risk in the work of most of the installations which would be partially reduced with the implemen-
tation of measures for the sanitary protection of sources, as well as the establishment of a referential lab-
oratory that would perform the certification and inspection of the work of the other laboratories in the
city. The problem of reducing the risk can be resolved through the application of the concept of "inspec-
tion at the source of the problem", together with city institutions in charge of disposing city waste.
The United Nations has devoted the entire last decade of the past century to the problems of sanita-
tion and water supply of cities. Until the conditions are created for the consolidation of the present situ-
ation, it would be useful to acquaint oneself with the recommendations adopted at the end of the men-
tioned ten-year drive by the United Nations:
¥ states must coordinate water planning and management in a centralized manner;
¥ technical solutions must possess characteristics of sustainability and must be based on measurement
and reliable estimates;
¥ the protection of water, its quality and water eco-systems must be performed through preventive mea-
sures;
¥ special attention should be devoted to drinking water and sanitation due to their proved impact on
the health of people;
¥ necessary are major changes in the way water is used in urban conditions;
¥ necessary is the more effective use of water in food production;
¥ it is necessary jointly to resolve the recognized cross-border problems.
In our present situation, when the issue of city waters has been organizationally transferred from the fed-
eral and republican levels to the level of local self-government, a struggle for them to receive equal treatment
as the fields of agriculture and power production can only be achieved in the following manner:
¥ by placing the catastrophic situation in the fields of water supply and water protection  at the fore-
front of local political agendas,
¥ by activating the citizenry through the media and through public inclusion in the decision-making
process.
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MACROECONOMIC REVIEW
Prices and Wages
Retail prices grew 3.2% in February as the elimination of formal and informal price disparities continues.
The most significant factor in total retail price growth was the price of services, which were up 12.6%. The prices
of industrial products were up only 0.9% in February.  The prices of industrial food products registered a 0.3%
drop, and the prices of industrial non-
food products were up 1.7%, while the
prices of beverages grew by 2%, with
the prices of tobacco remaining the
same. The prices of agricultural prod-
ucts recorded a drop in February as
well, by 1.4%. The growth of retail
prices in Serbia in February was 3.3%,
while the costs of living were up 1.5%.
Inflation in March is likely to show at
0.9%, placing the cumulative inflation
rate at 7.4% since the beginning of the
year. The republican budget is based
on a projected 30% annual rate of infla-
tion, which means that the average
monthly rate in the next nine months
would have to range around 2.15%. A
far higher inflation rate is expected in
the next two months (totaling to
around 13%) due to the correction of
tax rates and the increase in the price
of electricity.  As such, in order for the
budget projection to be achieved,
monthly rates would need to be
reduced to 1% after May. 
Net (average) wages in Serbia in
February (4,087 dinars) nominally
increased by 7.0% relative to January 2001. Expressed in German marks, average wages were 136 DEM, which
is up by 7% relative to January 2001. The real purchasing power of wages in February (nominal wages deflat-
ed by the cost of living index) was up by 3.5%. Net (average) wages in the economy are 4,038 dinars or 134.6
DEM, which is up 8% from January, while they increased 3.7% in the non-economic sector to 4,258 dinars or
142 DEM. Compared to the same month last year (expressed in DEM), the average wage is up by 76.9%. The
average wage in January and February of this year is up by 73.3% compared to the same period last year. A
transfer to the gross concept of calculating wages has been announced, which will eliminate a heritage of the
old system. The wage tax will not be changed and will remain at the level of 14%, while the reduction of bur-
dens will apply to part of the contributions, which would be compensated for through the taxation of other
earnings that had previously not been taxable.
Output 
Industrial output in the FRY for February 2001 was up 2.8% month-on-month. Output grew in Montenegro
by 13.3%, and in Serbia by 2.1%, while in Central Serbia output was up 2.3%, and in Vojvodina up 1.9%. This
limited growth is primarily the result of the impact of seasonal factors (a large number of non-working days in
January) and is below expectations. The deseasonalized index for February shows a 1.6% drop in output rela-
tive to January.
Industrial output in the FRY in February 2001 dropped by 6.0% compared to the same month last year, when
the impact of seasonal factors was the same. Output increased in Montenegro by 6.2%, and fell in Serbia by
6.8%. The drop in output in Central Serbia was 8.3%, and in Vojvodina 3.4%. In the January-February 2001 peri-
od, industrial output in the FRY increased by 1.0% relative to the same period last year. Thus, the first three-
month period is characterized by very low industrial activity. More favorable trends in industrial output are to
be expected no sooner than the third quarter, when the favorable political changes are more fully reflected in
a more significant inflow of foreign investments and credits.  The outcome of the donorsÕ conference could also
have a significant positive effect on investment, which would show in output later in the year.
The industrial output in the FRY in February 2001 is down by 67.8% compared to February 1989, and in the
January-February 2001 period it registered a 66.3% drop relative to the same period in 1989.
Foreign Trade
Following the elimination of a series of non-tar-
iff administrative restrictions to foreign trade, the
government has shifted its attention to tariff reform.
Instead of the unification of a larger number of posi-
tions, the federal government has opted for a reduc-
tion of the existing nominal customs rates. The new
non-weighted average customs rate will be 9.37%,
down by almost one third compared to the existing
14.43%. Customs duties will range between 1% and
30%. Though a nominal reduction has taken place,
the real burden on the import of goods has been
increased, due to the altered manner of calculating
and using the official hard currency exchange rate.
Nevertheless, some of the greatest progress in eco-
nomic reform has been made in the deregulation
and liberalization of foreign trade. According to our
estimate, following the implementation of the new
measures, the EBRD indicator of the foreign trade
and hard currency system will be 4-.
The effect of the "liberalization" will be twofold.
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In the event of an adequate application of the foreign currency exchange rate regime (guided fluctuation),
the federal government will count of a real increase in customs revenues, but the real increase in customs
duties will affect the growth of prices through the sales tax. 
Exports are still at a very low level, registering at USD 128 million in February, while imports totaled to
USD 291 million. Exports fell by 2.9% compared to January 2001, while imports fell by 17.9%. The apprecia-
tion of the real hard currency exchange rate continues, due to which exports are becoming less and less attrac-
tive. The foreign trade deficit in February, compared to January 2001, is down by 26.6%. Relative to February
2000, Yugoslav exports dropped by 1.0%, while imports increased by 2.4%. Compared to February 2000, the
trade deficit increased by 5.2%. Average exports in the first two months of 2001, relative to the average of the
first two months of 2000, grew by 10.7%, while imports increased by 9%. The average deficit in these two
months of 2001 was up by 7.9% compared to the same period of 2000.
The structure of foreign trade by products was as follows: the top shares in overall FRY exports in
February were held by: aluminum (11.4%), raspberries (3.9%), and refined copper (2.5%). The largest shares
in overall FRY imports in February were held by: oil (5.6%), electricity (7.3%) and gas-oil (4.0%).
In January, Serbia exported goods worth USD 119 million, and imported goods totaling in value at USD
280 million, generating a foreign trade deficit of USD 161 million. Compared to January 2001, exports regis-
tered 16.4% growth, while imports recorded a drop of 14.8%. Relative to February 2000, exports were up by
0.4%, and imports grew by 7.6%. Average exports in the first two months of 2001, compared to the average
for the first two months of 2000, increased by 8.2%, and imports were up by 12.1%.
SerbiaÕs major export partners in the first two months of 2001 were: Germany (USD 35.3 million), Italy
(USD 36.5 million), Macedonia (USD 23.4 million) and Bosnia-Herzegovina (USD 26.5 million). Its main
sources of import were: Germany (USD 74.4 million), Bulgaria (USD 52.6 million), Italy (USD 51.3 million)
and Russia (USD 62.0 million).
The largest product share in overall exports from Serbia in January was that of: raspberries (4.6%) and
refined copper (2.9%). The largest share of SerbiaÕs total imports in January was that of: oil (5.9%) and elec-
tricity (7.7%).
Money, Public Revenues and Expenditures 
The M1 money aggregate was 31.4 billion dinars at the end of February, having registered a 9.9% increase.
The growth trend continued in March, so that it reached the level of 32.6 billion dinars by the middle of the
month.
A restrictive monetary policy is to be expected in the upcoming period, so as to avoid additional infla-
tionary pressures as a result of the adoption of a fiscal package and further price adjustment. The issue of the
hard currency rate remains open. Hard currency reserves continue to grow, and at the end of March they were
up by USD 35 million relative to the preceding month, having reached the level of USD 580 million. Such a
trend in the hard currency reserves provides for the stability of the exchange rate, but the dinar rate also faces
the mentioned stimulative pressures. The monetary authoritiesÕ have made clear their intention to maintain
the exchange rate and absorb the transferred inflation.
Apart from the budget, the Serbian government has also prepared a package of thirty fiscal laws — the
most important of which are the laws on the sales tax and excises, public revenues and expenditures, and the
share of municipalities and towns in the sales tax. The adopted budget envisages 129.4 billion dinars of spend-
ing. The budget is based on the gross concept, and has thus encompassed a series of revenues and expen-
ditures that were not included in the budget over the previous years.  Sales tax and excise receipts are pro-
jected to produce 55 billion dinars. The projected inflation rate used for planning the budget is 30%, while
the planned deficit of the republican bud-
get is 22 billion dinars. Ten billion dinars,
i.e. 330 million DEM, are to be covered by
projected revenues from privatization, and
the rest from donations and foreign cred-
its. The sale of three cement factories and
several smaller industrial plants are
expected within the coming months, and
there is also interest in the sector of
telecommunications. 
As opposed to the differentiated sales
tax rates from the previous period, a sin-
gle sales tax rate of 17% has been intro-
duced. This is only one of many examples
of the simplification of the system of a
large number of fiscal obligations of
which there were over two hundred in
regard to several basic forms. This sales
tax will run parallel to the 3% federal mil-
itary tax on sales. The desired goal is a
high degree of transparency and the nar-
rowing of space for tax evasion, as well as
the creation of conditions for the intro-
duction of a value added tax.
The federal budgetÕs share of the sales
tax is to be reduced from 40% to 23%, while its share in excise accounts is 23%. Even though the tax base
has been expanded, the question of the federal budgetÕs revision has been opened. The federal and republi-
can budgets together account for 175.3 billion dinars. When the budgets of the province, towns and munici-
palities, as well as of the pension fund and the institutes for health insurance and the labor market are incor-
porated, we obtain the figure of 319 billion dinars in public spending. The government has projected that
social product will reach the level of 685 billion dinars, whereby the share of public expenditures would be
46.5% of GDP.
The gross collection of public revenues accounted for 18.1 billion dinars in February, 11.1 billion dinars
or 61% of which were budgetary revenues.
Talks with the IMF will be completed with the signing of a stand-by arrangement worth around USD 200
million. Finally, formal talks with international creditors will begin. According to intimations, a favorable
arrangement for settling the foreign debt is expected along the lines of the Naples conditions.
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